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jn.vjul  ;  not  oo  -eons trued  js  an  official  Department  ci  the  Army  position,  policy, 
:r  revision,  unless  so  designated  by  other  authorized  documents. 


ABSTRACT 

Media  inflation  rates  are  developed  for  various  media  categories.  These  infla¬ 
tion  rates  are  used  to  develop  equations  to  predict  the  future  inflation  rates, 
-stag  tr.e  current  media  mixes  of  the  U.3.  Army  Recruiting  Command  (USARECl 
.overtiming  oudget  as  heights  for  “he  media  types,  a  composite  inflation  rate 
:.s  Jt_*ve  loped  to  est  urate  the  inflation  .ate  for  future  advertising .  The  actual 
SfVEC  ..aver  tie  mg  inflation  rate  -s  tump  1  red  to  the  estimated  composite  infla- 

. . illustrate  i’C*  the  my.  -  j  of  the  USAF.EC  advertising  budget 

computes  witn  the  advertising  media  inflation. 
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Comparison  of  Media  Inflation  and  Active  Army  Recruiting  Advertising  Expenditures 


The  Active  Army  (AA)  advertising  budget  is  a  mixture  of  national  media 
advertising,  local  m?dia  advertising,  and  other  nonmedia  expenditures.  Each  of 
the  media  types  have  several  categories  of  advertising,  with  each  type  having  a 
different  historical  rate  of  inflation.  Since  media  inflation  and  media  mix 
affects  the  Army's  media  buying  power,  this  paper  evaluates  the  historical 
advertising  industry  media  inflation  and  AA  recruiting  advertising  media  mix  to 
determine  a  composite  historical  inflation  rate  and  to  project  future  inflation 
rates  for  Army  advertising.  This  allows  Army  planners  to  determine  the  effect 
of  inflation  on  future  buying  power  of  Army  advertising. 

Since  1975,  national  media  advertising  casts  have  had  a  higher  average 
inflation  rate  than  the  Consumer  Price  Index  (CPI).  Ftor  example,  the  cast  of 
evening  network  iv  iias  risen  at  an  average  rate  of  13.0  percent  per  year  (the 
highest  media  inflation  rate),  while  the  oost  of  network  radio  has  had  an 
average  inflation  rate  of  8.2  percent  (the  lowest  rate).  The  CPI,  a  nonadver¬ 
tising  indicator  of  consumer  buying  power,  has  had  an  average  yearly  increase 
of  7.4  percent. 

Although  local  media  advertising  inflation  rates  are  lower  than  thos^  for 
rational  media,  they,  too,  have  had  an  average  annual  increase  exceeding  the 
average  CPI  inflation  rate.  The  local  newspaper  advertising  inflation  rat--'  has 
risen  at  an  average  9.4  percent,  while  spot  radio  has  had  an  average  of  7.3 
percent  inflation  rate  per  year. 

Although  the  rates  of  media  inflation  are  projected  to  decline,  they  will 
remain  above  the  CPI  inflation  rate.  The  CPI  appears  to  be  a  good  variable  for 
predicting  madia  inflation  rates,  but  each  media  type  has  a  different  rela¬ 
tionship  with  the  CPI. 

In  1985,  almost  30  percent  of  the  $75.4  million  AA  advertising  budu^t  went 
for  nonmedia  (other)  expenses.  Evening  network  TV,  at  almost  25  percent  of  the 
AA  advertising  budget,  was  the  largest  media  expense  category.  Using  th*5 
actual  media  mix  percentages  as  weights  for  the  inflation  rat-^s  of  the  various 
media  and  nonmedia  categories,  a  composite  inflation  rate  has  been  developed  to 
show  the  past  changes  in  AA  advertising  buying  power  and  to  predict  future 
buying  power  rased  on  the  assumption  that  the  future  media  mix  will  be  similar 
to  the  1985  media  mix. 

This  composite  inflation  rate  indicates  that  future  AA  advertising  budgets 
will  have  to  grow  at  168  percent  of  the  CPI  inflation  rate  to  keep  the  same 
advertising  buying  power  achieved  in  1985.  When  viewed  over  the  period  of  1982 
to  1986,  despite  several  increases  which  exceeded  the  CPI  increase,  AA.  adver¬ 
tising  buying  power  lias  declined  12.5  percent  since  1982. 

The  effects  of  declining  AA  advertising  buying  powrr  can  be  lessened  by 
switching  from  higher  inflation  rat/*  nvxlia  to  lower  inflat  ion  rate  media  (e.g., 
irom  evening  network  TV  to  spot  radio).  Indeed,  since  1983,  such  a  tr^nd  of 
shifting  frcm  higher  inflation  media  to  lower  inflation  media  has  been  not«d  in 
the  AA  advertising  media  mix.  What  remains  to  be  evaluated  i?  the  effec¬ 
tiveness  of  each  media  type  in  cxirmunicat ing  the  Army's  advertising  message. 
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CCMPARISCN  OF  MEDIA  INFLATION 
AND 

ACTIVE  ARMY  RECRUITING  ADVERTISING  EXPENDITURES 


1 .  BACKGROUND . 

As  seen  in  figure  I,  the  funds  for  the  Active  Army  advertising  have 
increased  frcm  fiscal  year  1976  ( FY  76 )  through  FY  83  and  appear  to  have  slowed 
down  Ln  growth  thereafter.  Advertising  is  one  of  many  resources  available  to 
the  Army  to  affect  recruiting.  Other  variables  also  affect  recruiting:  number 
of  recruiters,  Army  enlistment  incentives,  inflation,  unemployment,  mission 
size,  and  others.  Ongoing  research  is  trying  to  determine  the  relationship 
between  these  variables  and  hew  they  affect  recruiting. 


Figure  1.  Active  Army  Advertising  Budget 
1.  INFLATION  RATES  . 

We  all  know  hew  inflation  affects  us  frcm  one  year  to  another.  Each 
■/•Mr  the  salary  of  an  individual  must  increase  at  the  same  rate  as  inflation 
: ar  the  individual  to  maintain  the  same  buying  power.  If,  on  the  other  hand, 
the  individual’s  incone  rises  at  a  faster  rate  than  the  rate  of  inflation,  the 
individual’s  real  buying  power  increases .  Also,  for  each  year,  the  change  in 
inflation  is  based  upon  the  percentage  of  increase  Iran  the  previous  year  . 

Thus,  select  in j  seme  base  period  and  assuming  a  constant  rate  of  inflation  of 
10  percent,  for  example ,  as  time  increase  the  amount  needed  to  maintain  the 
buying  power  of  $1.00  would  be  $1.10,  $1.21,  $1.33,  $1,46,  etc.  for  each  suc¬ 
cessive  year ,  with  the  base  year  having  a  buying  power  of  $1.00. 

Observe  that  the  above  series  "grows"  at  a  rate  such  that  the  amount  of  the 
next  year  is  the  amount  of  the  previous  year  times  the  inflation  rate.  This  is 
referred  to  as  canpounding. 


The  canpound- interest -rate  equation,  using  a  constant  inflation  rate  of  i 
percent  per  year,  tor  the  nth  year  is: 

y  =  x( l.O+i  )n,  where  (1) 


x  is  tne  base-year  amount  and  y  is  the  actual  amount  of  the  nth  period.  If  the 
inflation  rate  varies,  then  the  amount,  y,  at  the  end  of  the  nth  period  is: 


y  -  x(l+i1)(l+i2)<l+i3)...(l+in),  (2) 


whore  i^  is  the  inflation  rate  for  periods  j  =  l,2,...,n. 

Equal, ion  (2)  could  be  used  on  the  data  in  figure  1  to  determine  how  the 
1SAREC  advertising  budget  has  grown  over  the  years.  The  changes  in  USAREC 
ouying  fower  can  be  determined  by  catparing  the  USAREC  budget  with  changes  in 
the  inflation  rates  for  the  advertising  industry. 

To  determine  how  cost  trends  in  the  advertising  industry  have  affected  the 
buying  ; owe r  of  USAREC,  data  extracts  fran  "'Ihe  Return  of  Media  Inflation,"  by 
Fred  Brandt  and  Deborah  Ellis  (Ted  Bates  Media  and  Information  Analysis 
Division)  Marketing  and  Media  Decisions,  Fall  1985  Special  Edition,  will  be 
used.  The  data  tracks,  among  other  items,  cost-per -thousand  trends  fran  1976 
to  1985  oy  various  media  types.  The  data  are  in  the  form  of  percentage 
increases  relative  to  the  base  year  1976.  The  values  in  table  1,  columns  (1), 
(3),  (5),  (7),  and  (9)  for  1975  to  1983  are  index  values  which  were  taken  fran 
the  Fail  1984  Special  Edition  of  Marketing  and  Media  Decisions.  The  values  in 
table  1  for  1984  and  1985  were  converted  fran  aggregate  percent  increase  with 
the  Last.-  year  1976  (Fall  1985)  to  index  values  with  a  base  year  1975  (Fall 
1984).  Hus  conversion  fran  the  values  in  the  1985  article  to  the  values  in 
the  1984  article  was  needed  because  the  base  year  and  form  of  values  changed 
between  the  tvo  articles. 

Using  the  index  numbers  in  columns  (1),  (3),  (5),  (7),  and  (9)  in  table  1, 
tne  inflation  rate,  ij,  for  period  j  is  found  as  follows: 


i  ,  (yj  -  y-j-j)  x  100% 


for  j  =  2,  3,  4,...,n, 


wtvre  yj  is  the  index  value  for  period  j  and  Yj-l  is  the  index  value  for  period 
3-1. 

In  table  1,  the  index  values  in  columns  (1),  (3),  (5),  and  (7)  for  four 

ies  of  national  advertising  will  be  compared  to  the  Consumer  Price  index 
h’HIi  in  column  (9).  Later,  a  prediction  equation  will  be  develop'd  to 
tor-va  -  h>*  if-*  1  it  ion  rates  ot  the  four  categories  based  on  an  estimate  of  the 
t  jf  are  CPI.  A  similar  relationship  will  t»;>  developed  in  section  4  to  forecast 
inf  la-  lot  ••  itc  for  several  other  local  advertising  media  categories. 
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Coefficient  of  variation  is  the  ratio  of  the  average  divided  by  the  standard  deviation. 


ESTIMATING  NATIONAL  MIT)  LA  INFLATION  TRENDS  . 


Table  1  shows  the  inflation  rates  for  national  media:  evening  network 
IV,  magazines,  network  radio,  and  daytime  network  TV.  As  indicated  in  column  2 
in  tabl>-  1,  the  average  inflation  rate  for  evening  network  TV  is  the  highest 
(11.0  tiercvnt),  followed  by  a  sanewhat  lower  average  rate  for  daytime  network 
IV  !  U.O  p*rc.*nt),  with  the  lowest  rates  for  magazines,  radio,  and  CPI  (8.4, 
8.2,  and  7.4  fervent,  respectively) .  Also,  fron  table  1,  radio  has  did  the 
•  ; t a 1 1 1  •  ■  (constant)  inflation  rate,  as  evidenced  by  the  highest  coef  1  ieient 
of  Vin.e  ion  and  dayt  ime  network  TV  has  had  the  most,  unstable  inflation  rate, 

•«/.  >*v id. -rsc* *<i  by  the  lowest  coefficient  of  variation. 

Iho  r-  I  >t  i  .  xiship  between  the  inflation  rates  in  table  1  (columns  (2),  (4), 
ini  ;  8> )  and  tne  CPI  inflation  rate  (column  (10))  is  not  very  strong.  The 
- crrela'  ion  tound  was  between  network  radio  and  CPI  inf  lation  rates  (R2 
. r...  •  .  Rclat  i.rfiships  between  CPI  inflation  and  the  other  national  media  infla 
*  i.  *.  r  r  -  s  ar.-  much  lower.  When  the  actual  index  values  for  the  national  media 
:o  ti: lo  1  are  ermpared  to  the  CPI,  stronger  relationships  were  found.  Hcwever 
r-  ll ;  us*  raft'd  ip.  figure  2,  the  relationship  appears  to  have  changed  in  1981. 
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Fiaur*1  2.  Bivariate  Plot,  of  Magazines  Versus  CPI  Inde_x  Values 
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rVvi:-.  :'  i.j;uv  1',  it  can  be  seen  that  the  first  six  values  (period  1975  to 
-.ViV' ■  a  lower  slope  than  the  next  five  values  (period  1981  to  1985  5. 

Vera!’,  the  eleven  values  have  a  correlation  (r2  )  of  .97.  However,  using  all 
,.-’tevvn  v.il>s  to  .determine  a  relationship  between  the  iragazme  index  and  Cl5! 
would  result  in  lower  forecasts  for  magaz ines  because  of  tiie  lower  slope 
result  ir.g  from  the  first  six  data  points.  Similar  changes  in  relationships  be- 
rwt^in  national  media  index  values  and  CPI  values  were  noted.  Accordingly,  the 
regression  equations  have  been  developed  based  on  the  last  five  index  values  of 
Table  1  only. 


To  develop  the  general  inflation  rates  for  the  (JSAREC  advertising  budget, 
the  index  values  of  table  1  will  be  regressed  against  the  CPI  in  table  1. 
Table  2  shows  the  relationship  of  the  national  indices  to  the  CPI. 


Table  2.  National  Advertising  Media  Inflation  Relationship  to  CPI 


(1) 

Category 

(2) 

Canstant(a)* 

(3) 

Slope ( b)  * 

(4) 

R^ 

(1)  Evening  Network  TV 

-522.2 

4.300 

.99 

( 2 )  Magaz ines 

-162.2 

1.919 

.99 

(  3 )  Radio 

-215.5 

2.163 

.97 

( 4 )  Dayt ime  Network  TV 

-254.4 

2.710 

.97 

*  Coefficients  obtained  by  regressing  columns  (1),  (3), 

( 5 ) ,  and  ( 7 ) 

in  table  1  as  the  dependent  variable  against  column  (9)  as  the 
independent  variable. 

The  regression  equation  is: 


yj  =  a  +  b  CPIj,  j  =  1981,....,  1985 


where  a  is  the  value  of  the  constant  in  column  (2)  above,  and 
b  is  the  CPI  adjustment  rate  in  column  (3)  above. 

The  national  media  in  flat  ion  rates  for  the  period  1981-1985  and  forecasted 
index  valuis  can  be  developed  by  using  the  regression  results  in  table  2  and 
computing  the  inflation  rates  using  equation  (3),  where  ys  are  the  predicted 
index  values.  The  estimated  yearly  inflation  rates  for  the  four'  national  media 
are  given  in  table  3. 
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A.  Nc 

‘twork 

'fable  3.  National  Media 

'IV: 

Evening  Network  'IV 

Inflation  Estimates 

Daytime  Network 

TV 

Est imated 

Actual 

Est imated 

Actual 

Indiix 

Inf la t ion 

Inflation 

Index 

Inflation 

Inflat  ion 

V-ur 

CPI 

Predicted 

(Percent ) 

(Percent ) 

Predicted 

(Percent ) 

(Percent ) 

1981 

169 

204.5 

- 

6.8 

203.6 

- 

7.4 

1982 

179 

247.5 

21.0 

23.7 

230.7 

13.3 

9.2 

1983 

185 

273.3 

10.4 

7.2 

247.0 

7.1 

5.0 

1984 

192 

303.4 

11.0 

14.9 

265.9 

7.7 

8.0 

1985 

200 

337.8 

11.3 

8.4 

287.6 

8.2 

12.6 

1986 

208* 

372.2 

10.2 

309.3 

7.5 

1987 

218* 

415.2 

11.6 

336.4 

8.8 

19  88 

228* 

458.2 

10.4 

363.5 

8.1 

1989 

239* 

505.5 

10.3 

393.3 

8.2 

1990 

250* 

552.8 

9.4 

423.1 

7.6 

*  Assumed  CPI  growth 

( inflation ) 

of  4.0,  4 

.6,  4.7,  4.4, 

and  4.5  percent  for 

1986-1990 

,  respect ively  (P28, 

Blue  Chip 

Econanic  Indicators,  October  10, 

This  is  below  the  7.4%  average  in  column  (10)  of  table  1. 


Radio  and  Magazines: 


Network  Radio 


Magazines 


Estimated 

Actual 

Estimated 

Actual 

Index 

Inflation 

Inflation 

Index 

Inflation 

Inflat  ion 

Year  CPI  Predicted 

(Percent ) 

(Percent ) 

Predicted 

(Percent ) 

(Percent ) 

150.0 

171.7 

184.7 

199.8 
217.1 

234.4 
256.0 
277.7 

301.5 
325.3 


162.1 

181.3 
192.8 
206.2 
221.6 
237.0 
256.1 

275.3 

296.4 
317.6 


Assam -d  CPI  growth  (inflation)  of  4.0,  4.6,  4.7,  4.4,  and  4.5  p  reen t  tor 
1986-1990,  respect  ively  (P28,  Blau  Chip  Economic  Indicators,  Oct'1,  '  1 
1985) . 

Not--:  This  is  below  the  7.4%  average  in  column  (10)  ot  table  1. 


rtors,  October  10, 


below  the  7.4%  average 


4.  LOCAL  ADVERTISING  MIT)  IA  INFLATION  TRENDS . 


Table  4  shows  the  actual  indices  and  inflation  rates  for  local  advertising 
spot  radio,  spot  TV,  and  newspapers.  Of  the  three  local  media,  the  newspaper 
media  has  the  highest  and  most  stable  inflation  rate  (9.39  percent),  followed 
by  spot  TV  and  radio  (8.56  and  7.30  percent,  respectively),  with  spot  TV  being 
the  most  unstable  (lowest  coefficient  of  variation). 

Table  4.  Local  Advertising  Cost-Per -Thousand  Trends 


Spot 
Rad  io 


Inflation 
Spot  Radio 
(Percent ) 


Inflation 
Spot  TV 
(Percent ) 


Local 
News 


isass 


Inflation 

News 

(Percent ) 


Average  (Percent)  7.3 

Standard  Deviation  1.9 
(Percent ) 


Coefficient  of 

Variation  3.8 

( Ave  rag  e/S  tanda  r d 
Deviation ) 


Estimated  value. 


'Hi  develop  a  forecast  model  for  local  media,  the  index  values  in  table  4 
arc  repressed  against  the  CPI  in  table  1.  The  regression  results  are  in  table 

Table  5.  Local  Advertising  Media  Inflation  Relationship  to  CPI 


(1) 

Category 

(2) 

Constant  (a)* 

(3) 

Slope  (b)* 

(4) 

R2 

Spot  Radio 

-111.3 

1.558 

.98 

Spot  TV 

-196.0 

2.101 

.98 

Local  News 

-236.2 

2.410 

.99 

*Coef f icients  are  obtained  by  regressing  columns  (1),  (3), 
and  (5)  in  table  4  as  the  dependent  variable  against 
column  (9)  in  table  1  as  the  independent  variable. 


The  regression  equation  is: 

yj  =  a  +  bCPIj,  j  =  1981, ••*,  1985 

where  a  is  the  value  of  the  constant  in  column  (2)  above  and 
b  is  the  value  of  the  slope  in  column  (3)  above. 

The  local  media  inflation  rates  for  the  period  1981-1985  and  forecasted 
index  valtos  can  be  developed  by  using  the  regression  results  in  table  5  and 
computing  the  inflation  rates  using  equation  (3),  where  ya  are  the  predicted 
index  values.  The  estimated  yearly  inflation  rates  for  the  three  local  media 
are  given  in  table  6. 

5.  USAREC  MEDIA  INFLATION. 

To  begin  the  comparison  of  the  media  inflation  rates  to  the  USAREC  adver¬ 
tising  budget,  the  data  from  figure  1  are  repeated  in  table  7  (column  2)  and 
are  converted  to  percentages  of  the  base  year  (1976)  to  make  the  data  in  table 
7  ccmjarable  to  that  given  in  tables  1  and  4.  Inflation  rates  for  the  data  ar. 
given  in  column  4  of  table  7. 

From  table  7,  since  1977,  the  average  inflation  (growth)  in  the  USAREC 
advertising  budget  has  been  about  10.6  percent.  Compared  to  the  average  inf  la 
tion  rates  for  evening  network  TV  and  daytime  network  TV  in  table  1  (13.0  and 
12.0  p'ro-nt,  respectively),  the  USAREC  advertising  budget  growth  has  not  kept 
ip  wi::.  inflation .  However,  when  compared  with  the  average  CPI  inflation  rate 
(  7.4  ;*•  r )  and  other  media  inflation  rates  in  tables  1  and  4,  the  USAREC 
i'.iv-  t*  l : .  j  budg-  '  growth  has,  on  the  average*,  exceeded  the  iveruje  inflation 

r  tt  -  *s  for  several  media  cat-gor  ies  . 


Inflation  Estimates 


Assumed  CPI  growth  (inflation)  of  4.0,  4.6,  4.7,  4.4,  and  4.5  percent  for  1986-1990,  respectively  (P28 
Blue  Chip  Economic  Indicators,  October  10,  1985). 


Table  7.  Actual  USARUC  Advertising  Budget* 


( 1) 

Year 

(2) 

Amount 
($  Millions) 

(3) 

Amount  as 
Percent  of 

a 

1976 

(4) 

Inflat  ion 
Rate 

(Percent ) 

1976 

29.3 

100.0 

_ 

1977 

32.8 

111.9 

11.9 

1978 

36.3 

123.9 

10.7 

1979 

42.6 

145.4 

17.4 

1980 

53.8 

183.6 

26.3 

1981 

52.8 

180.2 

-1.9 

1982 

60.8 

207.5 

15.2 

1983 

62.5 

213.3 

2.8 

1984 

62.0 

211.6 

-0.8 

1985 

75.4 

257.3 

21.6 

1986 

77.7 

265.2 

3.1 

*  SOURCE:  USARCASP-FM, 

as  of  24  Jan 

kO 

CO 

6 .  ADVERT TS  TNG  BUDGET:  A  COMPOSITE  OF  MEDIA  TYPES. 

To  develop  a  composite  of  the  inflation  rates  for  the  USARBC  advertising 
budget,  it  is  necessary  to  consider  the  percentages  of  the  USARBC  budget  spent 
on  the  various  media  categories.  Table  8  shows  the  categories  of  expenditures 
by  broadcast  media,  print  media,  and  other  advertising  costs.  The  actual  per¬ 
centages  of  the  USARBC  advertising  budget  are  given  in  table  9.  The  historical 
advertising  data  are  not  readily  available  prior  to  1982  by  media  type.  Tt 
will  be  assumed  that  the  mix  for  1986  and  after  will  be  similar  to  the  mix  in 
1985. 


T^ble  8.  Media  Categories 


Broadcast  Media 


Print  Media 


Other 


Evening  Network  TV 
Network  Radio 
Spot  TV 
Spot  Radio 


Newspapers 

Magazines 


Nonmedia  Expenses 


Table  9.  Media  Mix  Percentages 


Year 

Even  ing 
Net  TV 

Network 

Radio 

Spot 

TV 

Spot 

Radio 

News papers 

Magazines 

Other 

1982 

20.9 

10.0 

5.7 

3.6 

21.6 

6.4 

31.8 

1983 

31.5 

7.5 

2.7 

2.0 

17.4 

8.4 

30.6 

1984 

29.5 

7.5 

5.1 

2.3 

17.6 

9.1 

28.9 

1985 

24.8 

6.7 

3.2 

3.5 

21.4 

11.7 

28.9 

SOURCE 

:  U.  -iR(  ’■ 

\SP-fM,  21 

Jan  86 

( va  1  ues 

are  rounded). 
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Because  the  USARBC  advertising  budget  fell  frcm  1974  to  1976  (figure  1-, 
the  base  year  will  be  changed  to  1976  to  compare  the  growth  of  the  budget  to 
the  individual  media  categories.  Using  equation  (2),  the  media  inflation  rates 
in  tables  1  and  4,  and  the  index  values  for  USARBC  advertising  in  table  7, 
figure  3,  shows  a  canpc.rison  of  the  USARBC  advertising  budget  to  several  media 
inflation  rates. 


Figure  3.  Comparison  of  USAREC  Budget  and  Media  Inflation  Rates 


Several  observations  can  be  made  from  figure  3.  First,  the  USARBC  adver¬ 
tising  budget  has  generally  run  above  the  CPI.  However,  frcm  1980  to  1984,  the 
USARBC  budget  was  ‘  illing  with  respect  to  the  CPI.  Secondly,  except  for  net¬ 
work  radio,  the  media  shown  in  figure  3  have  been  rising  at  a  rate  higher  than 
th>'  CPI.  Finally,  evening  network  TV  has  been  rising  at  a  much  higher  rate 
‘inn  the  CPI.  Tf  all  of  the  USARBC  budget  were  for  network  radio,  for  example , 
then  fhe  USARBC  budget  would  have  grown  at  a  faster  rate  and  the  buying  power, 
therefore,  of  USARBC  advertising  dollars  would  have  increased.  However,  if  all 
oi  tii**  USARBC  advertising  were  in  evening  network  TV,  the  buying  power  of 
USARBC  advertising  dollars  would  have  declined,  since  the  USARBC  budget  line  is 
below  tile  evening  network  TV  line  in  figure  3. 

The  entire  USARBC  advertising  budget  is  not  spent  in  a  single  category. 
Therefore,  to  see  w/hat  rate  of  USARBC  advertising  inflation  would  be  necessary 
to  keep  up  with  media  inflation,  a  composite  inflation  rat*,*  will  be  developed 
using  th*>  percentages  of  actual  USAREC  media  spending  as  weights  for  the  media 
inflation  categories.  By  coripar  ing  the  USARBC  advertising  budget  to  these  com¬ 
posite  rat*»s,  an  indication  of  the  buying  [juwor  of  the  USARBC  advertising 
budget  can  be  made . 
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In  order  to  develop  both  historical  and  projected  composite  mtlat ion 
rat. the  prediction  equations  for  inflation  rates  by  media  type  and  CPI  are 
us« d .  It  should  be  understood  that  because  few  data  {joints  are  available  tor 
e.st iir.it inq  the  inflation  equations,  predictions  too  far  into  the  future  becan-- 
less  accurate.  However,  inflation  rates  for  19B6  and  1987  should  be  reasonably 
accurate.  Starting  with  1982,  the  inflation  rates  for  the  six  media  types  in 
table  8  and  the  CPI,  which  is  the  assumed  inflation  rate  for  the  "other"  cate¬ 
gory  in  table  8,  are  shown  in  table  10.  The  inflation  rates  for  1982  to  1985 
are  actual  values  and  the  rates  after  1985  are  forecasted  values  using  table  2 
and  table  5  regression  equations. 


Table  10.  forecasted  Media  and 

Media  Inflation  Rates 

CPI  Inflation 

(Percent ) 

Rates 

Year* 

Evening 
Net  IV 

Network 

Radio 

Spot 

TV 

Spot 

Rad  io  Nt 

siwspapers  Ma< 

gazines 

Other** 
(CPI  ) 

1982 

23.7 

7.1 

8.6 

5.8 

10.4 

11.0 

5.9 

1983 

7.2 

9.6 

8.0 

7.3 

10.0 

6.1 

3.4 

1984 

14.9 

9.8 

11.1 

6.8 

9.1 

6.8 

5.9 

1985 

8.4 

10.0 

6.2 

7.5 

7.0 

8.8 

4.2 

1986 

10.2 

8.0 

7.5 

6.2 

7.9 

7.0 

4.0 

1987 

11.6 

9.2 

8.7 

7.3 

9.1 

8.1 

4.6 

1988 

10.4 

8.5 

8.0 

6.8 

8.3 

7.5 

4.7 

1989 

10.3 

8.6 

8.2 

7.1 

8.5 

7.7 

4.4 

1990 

9.4 

7.9 

7.6 

6.6 

7.8 

7.2 

4.5 

*  Inflation  rates  for  1982  to  1985  are  actual  values.  Inflation  rates 
from  1986  and  after  are  forecasted  values  using  tables  2  and  5. 

**  CPI  rates  frem  1982  to  1985  are  actual.  Rates  for  1986  and  after  are 
assumed.  See  footnote  in  table  3. 


The  composite  advertising  budget  inflation  rates  using  the  USAREC  media  mix 
in  table  9  and  the  media  inflation  rates  in  table  10  are  shown  in  table  11. 
Table  II  also  shows  the  ratio  of  the  composite  inflation  rate  to  the  CPI  infla¬ 
tion  rate. 


Table  11.  Canposite  Inflation  Rates  Using  USAREC  Media  Mix 


Year 

Canposite 

Rate 

Actual  USAREC* 
Budqet  Inflation 

Ccmpos i te/ CP I 
(Percent ) 

1982 

11.2 

15.2 

189.6 

1983 

6.6 

2.8 

194.7 

1984 

9.8 

-0.8 

165.6 

1985 

6.9 

21.6 

165.0 

1986 

7.2 

3.1 

178.8 

1987 

8.2 

178.7 

1988 

7.6 

162.3 

1989 

7.6 

172.7 

1990 

7.1 

158.0 

*  Sam.-  as  column  (4)  in  cable  7. 
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"  .  S>  Mi-:  v  );VsKRVAT  IONS  AND  CONCLUSIONS  . 

Tn,-  composite  rates  of  inflation  in  table  11  were  constructed  using  the 
t  •:  .ul  iniriia  inf  lation  rates  weighted  by  the  percentages  of  the  USAREC  adver¬ 
tising  budget  for  the  corresponding  media  category.  The  actual  USAREC  adver¬ 
tising  budget  inflation  is  also  shown  in  table  11  to  compare  actual  budget 
int lat ion  rates  to  industry  inflation  rates  to  permit  one  to  determine  how  the 
buying  [xuwer  ot  the  USAREC  budget  has  changed. 

When  comparing  the  composite  rates  in  table  11  to  the  actual  USAREC  rates 
tor  the  [*>nod  of  1982  to  1986,  it  is  seen  that  the  average  rates  are  approxi¬ 
mately  lAjual  (8.38  percent  for  the  average  USAREC  rate  and  8.33  percent  for  the 
av-'fage  composite  rate).  However,  using  the  compound  inflation  equation  (2)  to 
compare  buying  power  in  1986  to  1982,  the  compound  rates  are  149.1  and  136.6 
t « scent  for  the  compound  composite  and  USAREC  advertising  budget,  respectively. 
Thus,  even  though  the  average  yearly  inflation  rates  are  about  equal,  the 
ouying  [xuwer  in  1986  is  12.5  percent  below  the  1982  buying  power. 

Iran  the  last  column  in  table  11,  it  can  be  seen  that  past  and  present 
(o.g.,  1982  to  1986)  composite  rates  have  run  about  178.7  percent  of  the  CPI 
rate  of  change.  This  would  suggest  that  in  order  to  keep  up  with  inflation, 
assuming  tliat  the  same  (or  a  similar)  media  mix  is  used,  the  future  USAREC 
advertising  budgets  should  grow  at  a  rate  considerably  above  the  CPI.  Using 
the  values  in  table  11  for  1987  to  1990,  the  average  growth  in  the  USAREC 
advertising  budget  should  be  167.9  percent  of  the  CPI  inflation  rate. 

Another  consideration  which  impacts  on  recruiting  is  that  advertising  is 
only  one  variable  out  of  the  many  which  affects  recruiting.  Other  major 
variables  such  as  number  of  recruiters,  mission  size,  Army  incentives,  and 
unemployment  will  also  affect  recruiting.  With  the  projected  decline  in 
unonployment  and  the  projected  increase  in  mission  size,  the  effects  of 
declining  advertising  buying  power  will  be  amplified. 

8.  RECOMMENDATIONS  TOR  EURTHER  RESEARCH. 


This  analysis  has  focused  only  on  the  cost  side  of  media  inflation. 

Another  usjiect  of  the  analysis  is  the  effectiveness  of  the  Army  advertising. 
There  is  evidence  to  suggest  that  the  audience  is  changing  its  listening, 
viewing,  and  reading  habits.  As  the  audience  changes,  the  effectiveness  of 
auv-a  using  wuuld  also  change.  Thus,  there  is  a  need  to  see  how  audience  trend 
data  cun  be  used  to  indicate  changes  in  USAREC  advertising  [>olicy  which  can 
compensate  (if  possible)  for  declining  buying  power  as  well  as  to  measure  the 
effectiveness  of  Army  advertising. 
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